The introduction of the euro as a single currency unit among the members of the EU was considered as a cornerstone of the fiscal policy of the European community and especially for the Greek economy. The present study considers the impact of the drachma's replacement by the euro on the quality of accounting information (namely the value relevance of accounting amounts and the timely loss recognition) published by the Greek listed firms. Using a sample of 76 listed firms over the period 1995-2008, we found convincing evidence that the euro contributed to a decrease on the value relevance of accounting information and also increased the conservatism of financial statements, verifying previous arguments that the induction of Greece in the EMU resulted to less competitiveness and more financial instability. These findings are robust to several sensitivity tests with respect to the specification of the empirical models and the time period used in our study.
Introduction
In this paper we study if and how the adoption of the Euro as a single currency unit has affected the quality of accounting information published by firms listed on the Athens Stock Exchange, namely the relevance of accounting information and the timely recognition of losses. The initiation of the Economic and Monetary Union (EMU) since January 1 st , 1999 and the replacement of the local currencies with a common currency unit (euro) have been arguably considered as the most significant institutional and fiscal change in international financial markets during the past century. The first stage of the EMU process was initiated on July 1990 and ended on December 1993 which resulted on the free movement of capital among member states, closer co-ordination of economic policies and co-operation of central banks. By that time the main objective of the Bank of Greece was to meet the inflation criteria set by the Maastricht Treaty and this was pursued through a strategy of intermediate exchange rate targets known as the "strong drachma" policy (see Arghyrou, 2009 for more details).
The second stage of EMU began on January 1994 and ended on December 1998, required the convergence of member state's economic policies and called for the establishment of the European Central Bank. The final stage involved the fixing of exchange rates and the introduction of the single currency on the foreign exchange markets and for the electronic payments on January 1999 (Aristotelous, 2006) . Greece joined the group two years latter on January 2001 due to deficiencies of the Greek economy which resulted on failing to achieve the convergence criteria mentioned in the four indents of Article 109j (1) of the Maastricht Treaty.
Under this framework, there has been an extensive interest among researchers and academics regarding the impact of euro adoption on the EU economies and further stimulated research on several aspects of financial integration with contradictory results, challenging the effectiveness of this project. Many researchers argue that the introduction of the euro as a single currency within the members of the EMU contributed to greater corporate valuations and investments (Bris et al., 2006 (Bris et al., , 2009 , a reduction in the cost of capital and the market risk (Bartram and Karolyi, 2003) and an increase in the growth of the real GDP and GDP per capita (Weyerstrass and Neck, 2008; Frankel and Rose, 2002) .
However, some euro-skeptics have argued that the initiation of a single currency unit is responsible for the disappointing macroeconomic performance of some EMU countries. Aristotelous (2006) argues that the introduction of the euro impacted negatively on the bilateral trade of Austria, France and Greece with other EMU countries.
Also Gouveia and Correia (2008) found convincing evidence that the business cycle synchronization among the EMU countries (which is a necessary condition for the successful implementation of a common monetary policy, according to the theory of the Optimum Currency Area) is relatively strong for the larger member states but is weaker in a number of countries like Belgium, Netherlands and Greece.
The Greek economy presents some distinct characteristics, as compared to other EU countries, which deserve further scrutiny. As Arghyrou (2006 Arghyrou ( , 2009 documents, the ECB fiscal policy was incompatible with the needs of the Greek economy and this resulted on inflationary pressures and severe deficits on the government budget, suggesting that Greece was not properly prepared for the EMU induction in 2001. The inauguration of Greece in the euro-zone created a significant cost for the Greek economy in terms of higher inflation, a loss on the competitiveness of the economy and an aggravation of the current account balance. These assertions are verified by the OECD Component Lead Indicators (CLI) turning points as presented on Table 1 , which indicate that the Greek economy shifted away from a peak on its activity on May 2000 to a recession until February 2003. Also compared to the euro area CLI, the Greek economy passed an even shorter cycle of economic activity during the 2004 Athens Olympic
Games (until March 2005) while on the contrary the rest of the euro area was experiencing an expansionary period.
INSERT TABLE 1 HERE Thus, the Greek economy was facing a downturn on its activity during the EMU accession, a fact which may impact first on the industrial production and the competitiveness of the business sector, while secondly it will deteriorate the firms' profitability and future investment opportunities. Relative to this issue, Johnson (1999) argues that different stages of the business cycles reflect variations in the investing and financing opportunity set. Put it another way, variation in the investing and financing opportunities results in discrepancies in how stock markets use accounting information for changing expectations about firms' future cash flows resulting to different levels of value relevance between periods of economic expansion and recession. Johnson (1999) finds evidence which verify the aforementioned assertion that earnings persistence and value relevance are lower in recessions than in expansions. Also a recent paper by Jenkins et al. (2009) document that current earnings are more conservative and more value relevant during contractions than expansions. However both studies are conducted within the US capital market something which limits the generalization of such results in European economies and especially those who share the same fiscal policy and currency.
Furthermore, the majority of research on the issue of euro adoption has been focused on matters of macroeconomic stability, corporate investments and valuation and market integration. However, no research until now has studied the impact of euro adoption on the quality of accounting information and how accounting quality is perceived by market participants during the pre and post-euro adoption periods. Therefore, we aim to bridge the gap on the literature regarding the effect of a single currency unit adoption by providing up to date evidence relative to the impact of the euro on the quality of accounting information (value relevance and asymmetric timeliness) within a small EMU country as Greece.
We selected a balanced sample of firms listed on the Athens stock Exchange for a period of 14 years (1995) (1996) (1997) (1998) (1999) (2000) (2001) (2002) (2003) (2004) (2005) (2006) (2007) (2008) which is divided in two equal sub-periods, namely the pre-euro period (1995) (1996) (1997) (1998) (1999) (2000) (2001) and the post-euro period (2002) (2003) (2004) (2005) (2006) (2007) (2008) . The empirical findings suggest that the euro contributed to a decrease on the value relevance of accounting information and also increased the conservatism of financial statements, verifying previous arguments that the induction of Greece in the EMU resulted to less competitiveness and more financial instability. These findings are robust to several sensitivity tests with respect to the specification of the empirical models and the time period used in our study.
The rest of the paper is organized as follows: In the subsequent section we present an analysis of the relative literature on the issue of accounting quality and economic activity while formulating the main research hypotheses. Section 3 presents the data selection procedure and describes the research methodology used for testing the aforementioned hypotheses. Section 4 discusses the empirical findings and describes the sensitivity analysis performed for testing the robustness of our results, while the last section is dedicated to concluding remarks and fruitful avenues for future research.
Relative Literature and Testable Hypothesis
This section is dedicated on the analysis of previous literature examining the economic consequences of the euro adoption and the impact of business cycles on accounting quality, while formulating the main research hypothesis. But first it will be deemed important to provide a brief discussion on the perceived consequences of euro adoption by the Greek government in 2001.
As Arghyrou (2009) documents, since 2002 the inflation rate of the Greek economy was raised in levels that were irreconcilable with the long-term equilibrium and this is attributed to the incompatibility of the EU common fiscal policy for the needs of the Greek economy. This incompatibility was due to the fact that during the period [2001] [2002] [2003] Greece demonstrated higher growth rates relative to the mean rate of the EU and under these circumstances Greece needed a coercive fiscal policy so as to cope with the upcoming inflationary pressures. On the contrary, the ECB reduced the interest rates in order to invigorate the economic activity within the euro-zone and this policy drove the Greek real interest rates within negative levels which in turn boosted the initial inflationary pressures in the economy.
According to Arghyrou (2006) , the aforementioned inflationary policy of the EU combined with the increased budgetary deficits of the Greek government resulted on a significant loss of competitiveness of the business sector and as Arghyrou (2006) argues, if the drachma was not replaced by the euro in 2001 the extensive imbalances within the economy will have resulted in a significant devaluation of the Greek currency. However, no loss comes without benefits. Overall, Greece was unprepared for this step and this was proved by the forthcoming fluctuations of the economic activity relative to the rest of the euro-zone (see Table 1 ). Since accounting information reflects the effects of both firmspecific conditions and the macroeconomic performance of the economy, the induction of Greece in the EMU will definitely impact the quality of accounting information, namely the value relevance of earnings and book value of equity and the loss recognition timeliness. Relative studies by Richardson et al. (1998) and Kane et al. (1996) Furthermore, during economic recessions firms' profitability is restricted and this deteriorates manager's ability to finance investment projects through internal sources.
Consequently the firms' cash needs will be probably covered by external sources of funding and in order to reduce any information costs between the managers and various stakeholders (mainly banking institutions), more conservative accounting will be demanded (Myers, 1984) . Finally, several studies on auditing have found convincing evidence that auditors tend to respond to increased litigation risk by encouraging managers to report more conservatively. Huijgen and Lubbering (2001) document evidence that firms report more conservatively within increased legal liability regimes and that client firms of Big-4 auditors reported more conservative financial statements during the post-Enron era.
Since Greece entered the euro-zone during a recessionary period and following the previous discussion, the adoption of the euro further boosted the financial instability of the Greek economy, we hypothesize that firms will exhibit higher accounting conservatism after the replacement of the drachma by the common currency unit. We formally state this hypothesis (in alternate form) as follows:
H1: Earnings are relatively more conservative during the post-euro adoption period.
Euro adoption and accounting value relevance
In her seminal paper regarding business cycles and earnings response coefficients, Johnson (1999) argues that investing activities undertaken during periods of economic expansion are more efficient than investing activities during recessions. She attributes this reasoning to the fact that since earnings provide information about a firm's ability to find profitable investment projects, it is easier to capitalize on investment opportunities during expansions. Thus, earnings will be more persistent during expansionary periods.
Additionally, Kormendi and Lipe (1987) and Easton and Zmijewski (1989) Furthermore in a recent paper, Frankel and Litov (2009) argue that timely loss recognition simultaneously increases the volatility of earnings and reduces its persistence.
In other words, if a researcher is interested in predicting a firm's earnings might note that if a firm's accounting is likely to be more conservative its earnings will tend to be more transitory. Consequently, following the arguments in Johnson (1999) and Frankel and Litov (2009) we conclude that during expansionary periods the higher the value relevance of accounting information (and its persistence) the lower the accounting conservatism.
Since firm's profitability (and future prospects) are deteriorated during contractions and the Greek economy entered the euro-zone during a recessionary period, we hypothesize that Greek listed firms will exhibit lower value relevance of accounting information (measured by the magnitude of the ERC and R 2 of the regression models)
after the adoption of the euro currency. We formally state this hypothesis (in alternate form) as follows:
H2: Earnings are relatively less value relevant during the post-euro adoption period.

Data and Methodology
Data selection procedure
Our study uses a balanced sample consisting of 76 companies, all listed in the Athens Stock Exchange, with full annual data of reported earnings and stock prices, sales, assets, total debt and common equity during the period 1995-2008. Also we have used macroeconomic data of real GDP growth, long-term interest rates and inflation extracted from Eurostat's database. The sample is divided into two equal sub-periods, the pre-euro period (1995) (1996) (1997) (1998) (1999) (2000) (2001) Table 2 describes the data selection procedure and the synthesis of the final sample. As we can see, our sample is quite dispersed with the majority of the sample observations being within the construction and manufacturing sectors followed by personal products and telecommunications.
INSERT TABLE 2 HERE
Testing for accounting conservatism
Our first test includes the examination of the link between timely loss recognition and euro adoption. In order to test whether the replacement of drachma with the euro lead firms to disclose the recognition of losses in the present period we apply Basu's (1997) reverse regression model between earnings per share and stock returns. For this reason
we have estimated 12-month stock returns over the fiscal year in order to proxy for the news about a firm's performance that is publicly available. Basu (1997) Under these assumptions the final form of the Basu (1997) model is as following:
Where, EY is the earnings yield estimated as earnings per share deflated by the stock price at the beginning of the fiscal year, R is the buy and hold stock return over the fiscal year, and D is a dichotomous variables receiving (1) when R is negative and zero provisioning is reversed as a prior year adjustment. When b 3 is negative we infer that deferred income recognition is scaled down" (Raonic et al, 2004) . Model 1 will be run separately for the pre and post euro-adoption periods and if the new currency has increased the timely recognition of losses (H1) we expect an increase in the explanatory power of the model and coefficient b 3 to be positive and have a higher magnitude relative to the pre-euro period.
Testing for value relevance
Our approach in this section includes testing whether the relation between earnings per share and book value of equity per share with stock prices varies among different fiscal regimes (pre and post-euro adoption periods). Our value relevance metric is based on the explanatory power from a regression of stock prices on net income and book value of equity. In order to obtain a measure of stock price that is unaffected by mean differences across industries (which would affect the comparisons of explanatory power) we apply the methodology proposed by Barth et. al (2008) and regress stock price P on industry fixed effects. The next step is to model the residuals from the previous step P* as dependent variable on book value of equity per share (BVPS) and net income per share (NIPS) separately for the pre and post-IFRS periods. In order to ensure that accounting information has been fully disclosed to the market we follow the work by Lang et. al (2003 Lang et. al ( , 2006 and estimate P six months after the fiscal year end. The general form of the regression model is as follows:
Where P* are the residuals from a regression of stock prices on industry fixed effects, NIPS is net income per share, BVPS is the book value of common equity per share and as in the model of the previous section we have included control variables for size, risk, growth, earnings persistence, audit quality, GDP growth, interest rates and inflation as well as year and industry dummies.
Model 2 will be run separately for the pre-Euro (1995 ( -2001 ( ) and post-Euro (2002 periods. In the estimation of all models (1 and 2) we will apply the White (1980) test in order to control for heteroscedasticity in the error terms. If hypothesis H2 is valid, net income and book value of equity will be of lower value relevance in the post-euro period thus we expect a decrease in R 2 during the post-euro period compared to the preeuro period. Finally, the relative coefficients of the accounting variables (NIPS and BVPS) are expected to have smaller magnitude compared to the relative coefficients during the pre-euro adoption period.
Control variables
In both models we include several control variables that have been proved significant determinants of accounting quality by previous research and also because we wanted to capture differences in timely loss recognition and value relevance incentives.
The control variables are distinguished among tow groups. The first group includes firm-specific determinants of earnings quality while the second group captures macroeconomic effects of the Greek economy within which our sample firms operate.
First of all we control for firm size measured as the natural logarithm of total assets (LnTA). Beekes et. al (2004) and Vafeas et. al (1998) argue that earnings should be more informative for smaller firms since there are fewer information sources available compared to larger firms. On the other hand, in small markets larger firms draw more publicity and are more closely followed, thus their earnings quality is likely to be known with less uncertainty compared to their smaller counterparts. Therefore, investors may place greater trust in larger firms with which they are more familiar, and may therefore be more responsive to their financial reports. Ultimately, the mitigating role of firm size is again an open empirical question.
Additionally, we control for the impact of firm leverage (LEV). Collins and
Kothari (1989), Easton and Zmijewski (1989) and Dhaliwal and Reynolds (1994) have documented a negative relationship between default risk and earnings response coefficients. A plausible interpretation of this finding is that the market-perceived equity risk of a given firm increases relative to the default risk of its debt. Therefore, a higher default risk of debt for a firm (leverage) may indicate greater riskiness associated with holding the firm's equity, which in turn will result in a downturn of the earnings response coefficient. As Martikainen (1997) argues, earnings numbers of highly leveraged firms may be less value-relevant as the present value of future cash flow expectations is low owing to their high systematic risk. Consequently, an increase in financial leverage raises the bankruptcy risk leading managers to manipulate earnings in order to avoid debt covenant violations. Therefore we believe that leverage (as measured by the ratio of total debt to common equity) will have a negative impact on the quality of accounting information.
Moreover we control for the effect of growth opportunities (GROWTH) measured as the percentage change in sales from year t-1 to year t. Kumar and Krishnan (2008) The second macroeconomic variable is the inflation rate measured as the annual logarithmic change of the cost of living index as it is released from Eurostat's database.
An early US study of Fama and Schwert (1977) examined whether the financial assets were hedges against inflation and reported a negative relation between stock returns and changes in the general price level. Also, a recent paper by Aga and Kocaman (2006) argued that inflation is expected to have a significant impact on stock returns since the stock prices are determined by expectations about future cash flows (as created by accounting information). They document that higher inflation rates lead to lower P/E ratios which in turn deteriorate stock returns. Therefore we expect inflation to have a negative impact on the quality of accounting information. Our last macroeconomic variable is the long-term interest rates measured as the annual average yield of the 10-year government bond extracted from Eurostat's database. Since stock prices reflect the value of all future cash flows the discount operator of the various valuation models is expected to change according to interest rates. Additionally, empirical findings from
Panetta (2001) and Gunasekarage et al. (2004) document a negative impact of interest rates on stock prices, therefore we expect a negative sign on this variable.
Empirical Results
Descriptive statistics and correlations
The following Table 3 However, these data must be treated with caution as Arghyrou (2006) documents that despite the fact that the Greek economy knew a relative growth after the euro-adoption (relative to other euro-zone countries) the level of inflation and interest rates doubled that of the other euro-countries. Therefore, this lead to negative real interest rates and boosted the existed inflationary pressures within the economy. Table 4 presents the Pearson correlation coefficients among the sample variables for the whole period of investigation (1995) (1996) (1997) (1998) (1999) (2000) (2001) (2002) (2003) (2004) (2005) (2006) (2007) (2008) 
INSERT TABLE 3 HERE
INSERT TABLE 4 HERE
Empirical findings on asymmetric timeliness and euro adoption
In this section we examine the impact of euro-adoption on the timely loss recognition. For this reason we have applied the classic Basu (1997) Finally regarding the control variables, firm size, leverage and growth opportunities found to have a positive and statistically significant sign only during the pre-euro adoption period indicating that big-sized firms and corporations with increased leverage and growth opportunities reported more conservatively during the drachma era.
Also, the coefficient on GDP growth found positive and significant for both sub periods while finally the coefficient on earnings persistence has the expected sign but its magnitude is lower during the post-euro adoption period verifying the arguments in Johnson (1999) and Frankel and Litov (2009) who argue that during contraction periods the lower the persistence of earnings the higher the accounting conservatism.
Empirical findings on value relevance and euro adoption
The next step is to examine the impact of euro adoption on the relevance of accounting information. Model 2 has been estimated during the pre and post-euro adoption periods and the relative results are depicted in the following Table 6 .
INSERT TABLE 6 HERE
The relative R 2 of model 2 presents a significant decrease from 44.8 per cent in the pre-euro period, to 7.9 per cent in the post adoption period. Also the coefficients on the accounting variables (NIPS and BVPS) have a positive and significant sign for the two sub periods but the relative coefficient of NIPS is higher compared to that of BVPS.
This result corroborates the findings in Dimitropoulos and Asteriou (2009) Referring to the macroeconomic variables all have the expected sign suggesting that an increase on the GDP and a decrease in the interest rates and the inflation rate contributes to more value relevance of accounting information and this relation seem to be more sensitive during the post-euro adoption period since the respective coefficients have smaller magnitudes relative to the coefficients on the pre-euro adoption period.
Finally, firm size, growth opportunities and earnings persistence have a positive and significant effect on stock prices, while leverage seem to have a negative impact only during the pre-euro adoption period.
Sensitivity analysis
In order to examine the robustness of our results, we performed several sensitivity tests related to the specification of the empirical models and the time frame used in our study (results are untabulated but can be provided by the authors upon request). First of all, we examined whether changing the event date for the induction of Greece in the eurozone has a significant impact on our results. Greece officially entered the euro-zone on January 1, 2001 but the euro currency was not used for trade purposes since January 1st,
2002. Therefore, we re-estimated both models using a different time frame for the pre Tables 5 and 6 .
Furthermore, we included some additional macroeconomic variables so as to capture any unobserved effects not controlled by the GDP growth, long term interest rates and inflation. Models 1 and 2 were re-estimated including controls for unemployment rate, budget deficit, government debt, industrial production rate and GDP per capita.
Results were unaffected from this modification. In addition, we re-estimated model 1 using the actual stock price and the annual buy-and-hold return as the dependent variables and the level of earnings and book value of equity deflated by the beginning of the year market capitalization as the explanatory variables. The results are qualitatively similar to the results presented on Table 5 . Also we re-estimated model 2 during the pre and posteuro adoption periods by replacing the dependent variable (earnings per share deflated by the opening share price) with pre-tax earnings deflated by lagged total assets. Again the results did not change after this modification.
Finally, we control for possible cross sectional dependence and heterogeneity in our data by applying the methodology proposed by Kousenidis et al. (2009) . The rational behind this modification is that the level of conservatism and value relevance may not be directly related across the members of the panel. Being more specific, models 1 and 2
were re-estimated for the pre and post-euro adoption periods by including the cross sectional means of the dependent and independent variables namely P, NIPS and BVPS for model (2) and EY, R for model (1). Results remained unchanged after this specification.
Concluding Remarks
The introduction of the euro in January 1999 has stimulated a body of research on the effects of the common currency on countries and corporations. At the macroeconomic level previous research provides evidence regarding the effect of euro on trade (Aristotelous, 2006) , transmission of monetary shocks and fiscal policy (Arghyrou, 2006;  2009), business cycle synchronization (Gouveia and Correia, 2008) and economic growth (Weyerstrass and Neck, 2008) among others. At the firm level, relative studies document the impact of euro on market risk (Bartram and Karolyi, 2003) , the cost of capital (Sentana, 2002; Hardouvelis et al., 2004) and corporate investments and valuations (Bris et al., 2006; 2009) . Our study contributes to the growing literature by examining the effect of the euro currency on the quality of accounting information published by the Greek listed firms, namely the value relevance of earnings and book value of equity and the timely loss recognition.
Our findings could be proved useful not only to academics that are interested in the effect of the common currency on firm and country-level economic performance, but also to financial analysts and regulators. As Bris et al. (2006) argue, the euro has been a "natural experiment" which created a shock to the economies and of course the firms operating within the euro-zone. By considering the impact of the common currency on the quality of accounting information analysts are more able to provide accurate estimates on firms' future prospects thus contributing to less information asymmetries among stock market participants. Also our results could be proved useful to regulators since they indicate that financial accounting information prepared after the adoption of the euro currency has inferior value relevance. Therefore, if regulators want to develop an efficient financial market they need to address this effect by developing relative legislation that promotes the quality of accounting information (securities laws, investor protection and financial reporting standards).
However the results of this study should be treated with caution since they are subject to a significant limitation. The small size of our sample and the focus on a single country setting (with the particular peculiarities of Greece as we mentioned in a previous section) could be a source of bias which does not allow us to infer any generalization of the results to firms operating outside the Greek boarders. Future research however could help resolve this problem by examining the impact of euro currency on accounting quality between countries of the euro-zone which share common fiscal characteristics, so as to provide more salient inferences on this current debate through cross-country evidence.
Beekes, W., Pope, P. and Young, S. (2004) [2002] [2003] [2004] [2005] [2006] [2007] [2008] . R is the annual buy-and-hold return, P is the closing stock price at the end of the fiscal year, NIPS is net income, excluding taxes and extraordinary items, divided by end of year common shares outstanding, BVPS is the book value of common equity divided by end of year common shares outstanding, SIZE is the natural logarithm of end-year total assets capturing firm size, LEV is the leverage ratio estimated as total debt to common equity capturing systematic risk, GR is the annual percentage change of sales capturing growth opportunities, AUD is a dummy variable capturing audit quality receiving (1) if the firm is audited by any of the big-5 audit corporations and (0) otherwise, PERM measures earnings persistence and takes the value of 1 (0) for high earnings persistence (otherwise). Earnings are persistent when a firm's ratio of earnings to the beginning market value of equity is above the sample median for every given year (EARN it /MV it-1 ), EY is the earnings yield estimated as earnings per share deflated by the share price at the end of year t-1 (EPS it /P it-1 ), D is a dummy receiving (1) if R is negative and (0) otherwise, GGDP is the annual growth of the gross domestic product estimated as the difference of the actual GDP level between years t-1 to t, LTINT is the long term interest rate measured as the annual average yield of the 10-year government bond, INFL is the inflation rate measured as the annual logarithmic change of the cost of living index. . R is the annual buy-and-hold return, P is the closing stock price at the end of the fiscal year, NIPS is net income, excluding taxes and extraordinary items, divided by end of year common shares outstanding, BVPS is the book value of common equity divided by end of year common shares outstanding, SIZE is the natural logarithm of end-year total assets capturing firm size, LEV is the leverage ratio estimated as total debt to common equity capturing systematic risk, GR is the annual percentage change of sales capturing growth opportunities, AUD is a dummy variable capturing audit quality receiving (1) if the firm is audited by any of the big-5 audit corporations and (0) otherwise, PERM measures earnings persistence and takes the value of 1 (0) for high earnings persistence (otherwise). Earnings are persistent when a firm's ratio of earnings to the beginning market value of equity is above the sample median for every given year (EARN it /MV it-1 ), EY is the earnings yield estimated as earnings per share deflated by the share price at the end of year t-1 (EPS it /P it-1 ), D is a dummy receiving (1) if R is negative and (0) otherwise, GGDP is the annual growth of the gross domestic product estimated as the difference of the actual GDP level between years t-1 to t, LTINT is the long term interest rate measured as the annual average yield of the 10-year government bond, INFL is the inflation rate measured as the annual logarithmic change of the cost of living index. 20.3% 4.85* Included 532 T-statistics are in the parenthesis, *, **, *** denotes significance at the 1%, 5% and 10% significance level respectively (two-tailed test). All models have been estimated including industry and year fixed effects. (0) otherwise, D*R is the interaction variable between D and R, SIZE is the natural logarithm of end-year total assets capturing firm size, LEV is the leverage ratio estimated as total debt to common equity capturing systematic risk, GR is the annual percentage change of sales capturing growth opportunities, AUD is a dummy variable capturing audit quality receiving (1) if the firm is audited by any of the big-5 audit corporations and (0) otherwise, PERM measures earnings persistence and takes the value of 1 (0) for high earnings persistence (otherwise). Earnings are persistent when a firm's ratio of earnings to the beginning market value of equity is above the sample median for every given year (EARN it /MV it-1 ), GGDP is the annual growth of the gross domestic product estimated as the difference of the actual GDP level between years t-1 to t, LTINT is the long term interest rate measured as the annual average yield of the 10-year government bond, INFL is the inflation rate measured as the annual logarithmic change of the cost of living index. (2) The sample includes 76 non-financial firms listed in the Athens Stock Exchange for the period 1995-2008. The pre-Euro period refers to the years 1995-2001 while the post-Euro period includes the years 2002-2008. The dependent variable P* are the residuals from a regression of stock prices on industry fixed effects, NIPS is net income, excluding taxes and extraordinary items, divided by end of year common shares outstanding, BVPS is the book value of common equity divided by end of year common shares outstanding, SIZE is the natural logarithm of end-year total assets capturing firm size, LEV is the leverage ratio estimated as total debt to common equity capturing systematic risk, GR is the annual percentage change of sales capturing growth opportunities, AUD is a dummy variable capturing audit quality receiving (1) if the firm is audited by any of the big-5 audit corporations and (0) otherwise, PERM measures earnings persistence and takes the value of 1 (0) for high earnings persistence (otherwise). Earnings are persistent when a firm's ratio of earnings to the beginning market value of equity is above the sample median for every given year (EARN it /MV it-1 ), GGDP is the annual growth of the gross domestic product estimated as the difference of the actual GDP level between years t-1 to t, LTINT is the long term interest rate measured as the annual average yield of the 10-year government bond, INFL is the inflation rate measured as the annual logarithmic change of the cost of living index.
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